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ABSTRACT
Recently, models of monetary policy have been constructed to include structural
breaks to account for changes in policymaker preferences or operating
procedures.  These models typically assume that when changes occur, they
happen once and for all.  In this paper, we allow the policymaker and the
economy to switch freely between regimes.  We find that not only does the
nature and effect of innovations to monetary policy change, but switching the
policy rule and the economy's subsequent response can in and of itself alter the
path of the economy.  We find the switch itself can generate disinflationary
dynamics.
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1 Year Interest Rate





1.5 Federal Funds Rate
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Figure 3: States and Oil Dates
Pr[State=2]























































































































































Figure 8: Experiment A v. Actual 